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A lexandr ia , Virg in ia 2 2 3 1 4 - 3 4 2 8 

Re: RIN 3133-AD77, Comments on NCUA Proposed Rule: Prompt Corrective Action-Risk-Based Capital 

Dear M r . Po l iqu in : 

In a d d i t i o n t o t h e c o m m e n t le t ter submi t t ed by t h e Federal Home Loan Banks (FHLBanks) re la ted t o risk 

we igh ts on inves tments in t h e capi tal stock and deben tu res issued by the FHLBanks, t h e Federal Home Loan 

Bank o f Topeka (FHLBank Topeka) respect fu l ly submi ts the f o l l ow ing c o m m e n t s on t h e above- re fe renced 

p roposed rule regard ing t h e impact i t w o u l d have on risk we igh ts fo r loans our m e m b e r ins t i tu t ions sell to us 

under t h e Mor tgage Par tnership Finance (MPF) Program. Under the p roposed rule, MPF loans are t r ea ted as 

o f f ba lance sheet loans sold w i t h recourse and carry an e f fec t ive risk w e i g h t o f 37.5% (50% risk w e i g h t w i t h 

7 5 % convers ion fac to r ) . FHLBank Topeka and m a n y o f our m e m b e r c red i t un ions par t ic ipa t ing in t h e MPF 

Program have d e t e r m i n e d tha t th is capi ta l charge is high re lat ive to t h e cred i t risk members re ta in under 

MPF. 

For near ly 15 years, t he MPF Program has served the housing mission o f FHLBank Topeka, and o t h e r 

FHLBanks, by p rov id ing f und ing t o m e m b e r f inancia l ins t i tu t ions in suppo r t o f home mor tgage f inance . To-

da te , FHLBank Topeka has f unded or purchased m o r e than 106,000 f i rs t mor tgage loans, t o t a l i ng $15.5 

b i l l i on , t h r o u g h t h e MPF Program. Current ly , 284 members consist ing o f banks, savings and loans and credi t 

un ions , have been app roved t o sell loans under t h e Program. MPF has p roven t o prov ide an a t t rac t i ve 

secondary marke t f und ing a l te rnat ive fo r c red i t un ions, wh ich t h e r e b y enhances the i r abi l i ty t o p rov ide f ixed 

rate mor tgages t o t h e m e m b e r s they serve. 

The MPF Program is a un ique secondary marke t ou t l e t fo r c o n f o r m i n g f ixed rate resident ia l mor tgages , in 

wh i ch par t i c ipa t ing FHLBank members prov ide a cred i t enhancemen t (CE) based on t h e character is t ics of 

mor tgages being o r ig ina ted and sold under the Program. The CE is a f ixed dol lar exposure f o r a specif ic pool 

o f loans or Mas te r C o m m i t m e n t . It is one piece o f t h e credi t suppor t t h a t absorbs losses in a specif ic loan 

poo l w h i c h exceed h o m e o w n e r s ' equ i ty , p r imary mor tgage insurance and an FHLBank-provided f i rs t loss 

accoun t (FLA). In exchange fo r prov id ing the CE, members receive ongo ing credi t e n h a n c e m e n t fee income 

over t h e l ife o f t h e loans. This approach rewards m e m b e r cred i t un ions f o r qual i ty u n d e r w r i t i n g and prov ides 

a supe r i o r execu t ion because it removes inef f ic iencies associated w i t h charg ing guarantee fees based on t h e 
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possible f u tu re p e r f o r m a n c e o f loans. Instead o f assessing charges to cover p ro jec ted losses, actua l losses 

are covered by p r i va te capi ta l p rov ided by the FHLBank and its m e m b e r s . 

Consequent ly , t h e h istor ic pe r fo rmance o f MPF loans has been very s t rong , w i t h de l inquency rates and c red i t 

losses t h a t are fa r be l ow nat ional t rends dur ing a very d i f f i cu l t per iod fo r res ident ia l mor tgages. The 

de l inquency pe rcen tage f o r FHLBank Topeka's MPF po r t f o l i o has averaged 27% o f the nat ional de l i nquency 

rates and has n o t exceeded 2% o f t h e ou ts tand ing balances based on year -end de l inquenc ies f r o m 2007 t o 

2013. Over th is same per iod o f t i m e , per annum credi t losses have averaged sl ight ly mo re t han 2 basis po in ts , 

w i t h FHLBank Topeka cover ing 78% o f all credi t losses. Our par t i c ipa t ing m e m b e r s ' average annual ized cred i t 

losses have been app rox ima te l y one half o f one basis po in t . 

In add i t i on t o t h e FLA cover ing the ma jo r i t y o f t he credi t risk on MPF loans, par t ic ipa t ing m e m b e r c red i t 

un ions do no t re ta in any in terest rate or concen t ra t ion risks on the sold loans. Based on the histor ic 

pe r fo rmance o f MPF loans and the very small a m o u n t o f susta ined cred i t losses, FHLBank Topeka bel ieves 

t h e capi ta l charge unde r the p roposed rule is t oo high and r e c o m m e n d s t h a t a l owe r conversion f ac to r be 

used t h a t recognizes the FLA and t h e s t rong histor ic pe r f o rmance o f MPF loans. Based on discussions w i t h 

our c red i t un ion m e m b e r s , a convers ion fac tor o f 50% or less (along w i t h t h e p roposed 50% risk w e i g h t ) 

w o u l d be t te r a l ign w i t h the i r low risk exposure and a l low t h e m t o con t inue t o compe te in the mor tgage 

marke t . Such a r e q u i r e m e n t , t h a t is essential ly 2% or less o f t he unpa id balance o f t he sold loan, w o u l d be 

m o r e t han su f f i c ien t t o cover the m e m b e r credi t un ions ' CE exposure in any scenar io. 

W e w o u l d w e l c o m e t h e o p p o r t u n i t y t o assist the NCUA in analyzing t h e CE exposure associated w i t h t h e MPF 

Program and deve lop ing an approach tha t be t te r aligns t h e capi tal r equ i remen ts w i t h t h e a m o u n t o f c red i t 

risk be ing re ta ined by par t ic ipat ing credi t unions. Thank y o u fo r t he o p p o r t u n i t y t o submi t these c o m m e n t s . 

Sincerely, 

David S. Fisher 

Senior EVP and Chie f Opera t ing Of f icer 


